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MEMORANDUM FOR THE ECONOMIC POLICY COUNCIL

FROM: ROGER B. PORTER 4.8/
SUBJECT: Agenda and Paper for the May 23 Meeting

The agenda and paper for the May 21 meeting of the Economic
Policy Council are attached. The meeting is scheduled for
10:30 a.m. 1n the Roosevelt Room.

The Council will cons:ider guidelines for the Agr_:icultural
Export Enhancement Program. A Working Group, established by
the Council at its May 16 meeting and chaired by the Depart-
ment of the Treasury, has developed the attached paper.
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THE WHITE HOUSE

WASHINGTION

ECONOMIC POLICY COUNCIL

May 23, 1985
—— ’ 10:30 a.m.

Roosevelt Room

AGENDA

1. Aqric;ultural Export Enhancement Proqgram
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(- THE WHITE HOUSE

WAL ENG TN

May 21, 1985

MEMORANDUM FOR THE ECONOMTC POLICY COUNCIL
FROM: ROGER R. PORTER &0

SUBJECT:  Guidelines for the Agricultural Export
Enhancement Proqram

At its May '6, 1985 meeting, the Economic Policy Council
approved estahlishina an interaqency Working Group including
representativas trom the Departments of the Treasury, State,
Agriculture, ¥nd Commerce, the NnfFfFice of the U.S. Trade
Reprensentative, the Mt tice ot Management and Budget, the
QEfice of Pl oy Devlopmest, ond the Conncil of Economic
Advisers, to ‘levelnn auidelines tnr the recently announced
agricultural cxport enhancement proqgram.

The Council oxpressed a desire to consider the issue
as soon as possible. The Working Group, chaired by the
Department ot the Treasury, met Nn Friday, May 17, and
has produced the attached paper for the Council's consider-

. ation of this 1ssue.

The paper outlines the ohjectives of the program, some
suggested criteria, and a proposed review process for treat-

ing individial sales oan a ~ise-by-case basis. ‘The paper
also discusces wavs ot achieving budget neutrality in an
export PIK program and details U.S. aqricultural exports

over the 1970-1985 period.

Finally, the paper includes three examples of export
enhancement proposals to serve as the basis for understand-
ing how the program might work.

Becaure of the short time frame, departments and agencies
have not had an ovpsortunity to comment on the paper.
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!NTRQDUCTXON U.S. agricultural exports have declined substantially from the

" 198T record leve! of 164 million tons valued at $44 billion. Current estimates

fnd fcate that 1985 exports may fal!l to 127 million tons valued at $30 bdillion
-- nearly a 25 percant loss of overseas markets. In 1980, the U.S. supplied
nearly 60 per cent of the world®s agricultural import needs. This year, we
will supply less than 45 percent,

To reach a coln)ronise with key farm senators on a budget package, the
Administration has committed up to 52 billfon in the asset value of CCC owned

commod it fes over the next three yea-s for an "export enhancement® program. [t
was-agreed that the program would be targeted on specific markets~with specific

commod it fes and not be across the board.
OBJECTIVES:

-- Increase U.S. farm prodacts exparts, Fncourage trading partners to begin
serious neqatiatinn on agricultural trade problems.

-~ Gain support from Conqress for a msrkst orientsd farm bill.

CRITERIA: fach export sipansion pranncal should meet the following criteria:

Additionality: Increase U.S. agricultural export sales above what would
have occurred in the st-ance of & penaram,

Targ%ted: Each proposal will be tarqeted on specific market opportunities,
espec fally those thar (hsiiruge competitors who subsiyize their exports.

. Cost Effective: Sheuld result in a rot plus to the overall economy.

Budget Neutral: Tha aroaraim sh~ald mat in total dicplace commercial sales
of any CCC-supported comrodity and therehv not increase budget outlays.

IMPLEMENTATION:

Interagency Review Maucess: Bach provesal will be cosntry and commod ity
specific, with deta:led analysis of program costs and benefits as well as
market impact. Pranacals vwill he revinwed hy 3 wrrking group of the fconemic
Policy Council. 1hree such proposals are attached as exanples. The
interagency review process will insure that the criteria are satisfied.

Proposal Confid-ntial: It oty eosentital that the specifics and the
tactics of the progeam rit ‘m 'Plv;rm’ve‘d to the competition.

Likely Export Pro vty Lintiur owy wre expectled to fall into three
catzgorﬂ' IV Hign v“tmmnty nt h vuy positive cost Henefit ratios; 2)
reduced a:tdviona“*y with ~argInal cact Menafit ratios and with some
displacement of dompct i <ales and /~~ ron <uhecrdizing exporters; and 1) little
or no additignality witn g nel NRAAtIve (ot

A preliminary analycis of likelv nmnecals indicates that most initiatives
proposed will fall in categories 2 or 3. C(Category 1 possibilities appear
Timited to perhaps $X00 million of bonus commodities and would inc lude wheat
flour to Eqypt and poultry to the Middle East.
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‘Achieving Budget Neutrallt tn_an Export PIK

produce NO {ncrease to the bud%et when implementing an export PIK,
must ensure that commercial sailes are not displaced or, 3¢ there s
‘place-cnt. 4t s offset by additional new commercial sales.

:;1:. shen total commercial sales are t{ncreased (budget savings).
v "~ Example: .

+ A country bought $10% of wheat last year. This year. we agree
q-v. to give the country 51iM of wheat free {f 1t buys another $2M

- worth adove its previous ppaunt of $10M. TYota) country

R consumption then decomed $17:1, $1M of which {s in commercial
sales of which $2¢ s additinnel. This reduces the u.s.
surplus and decrennen CCC outlays.

-Case 2: When total commercial sat;; are displaced (budget fncrease).
Twg Example:

_.—- A country bought $10M of wheat last year. This year, we must
. give the country $1M worth of waeat to ensure that it buys $IM
v worth. TYotal consumption stayrd the same -- $10M. However,

: commercia) sales were reduced by $1M (displaced by free CCC
. stocks). This increases the y.5. surplus and increases ccc
ceeree. OUTlays.

‘ Clie 3: When §0t31 commercial sales are kept equal (budget neutral).
o bption A

cCcC PIK stocks 2r® used for all new consumption. Example: A
country bought $104 of wheat last year. This year, we give
the courtry 31M worth of free CCC wheat to ensure that it buys
the $104 ‘again (for total country use of $11M. No commercial
market additionality was crented, but budget neutrality was
achieved.

o Option s:

ccc PIX stocks leverage some additional commercial sales and
displace others, nett-ng tn 50/-0. Example: A country bought
$10:4 of wheat and $107 of corn tast year. Me glve the country
$104 worth of CCC corn to ensure that it buys 320M worth of
wheat. Commarctal corn salec rre displaced by PIK, but an
equal dollar amount of new comrarcial vwhcat sales are made,
netting to 50% displaceaent ar? 50y additionality; hence,
budget neutrafity.
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FACT SHEET (M U,S, AGRICALT:

MI.LION METRIC TONS
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IMPACT ON NON-
SUBSTDTZED SJPPLIERS:

IMPACT OR U.S.
S:
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EXPORT ENHAHCEMENT PROPOSAL
“PouTtry Fuports to Fqypt

Provide CCC can stocks to U.S. producers to
enable th*i to sell 50,000 tons of whole broilers
and poul:~ parts to Eqypt at competitive

prices. The average rate of subsidizetion would
be about $250 per ton of poultry.

The exact nuantity of corn made availadble from
CCC stocks wauld be determined on a competitive
bid hasfs. Unon icceptance, the contract would
he finaliret sard the corn would be made avatlable
to the mennrter under very tight control. In no
case would we give the exporter more corn than it
world trve o pegiuce U poal try fOr export.

Thers wo ld ke 0NV additionality in the short to
medym tarey g the .S, sale dicplaced Brazilian
and EC nonlery enles to Faypt. Within six
months, rowevar a2 simlar concessional sale to
the Far F:st would be required to avert

displace wnt of poultry parts from Brazfl and the
tC into nur markets there.

The EC uses export restitutions and some member
statmg hive syhsidized loans for capital
construction. We are unable to ver:fy the use of
expnrt subsidies by 8raril, but Brazilfan exports
have been very competitive with subsidized EC
exports.

f83sed on currant calculations, it would take
179,000 tons nf corn to move 50,000 tons of
ooultry to Eqvot. This corn has a net asset
value to CCC of $16.5 million. The additionality
of 50,000 tons of exports of poultry would yield
31.4 milifon in increased tax revenue, §1.7
millfon in storage savings to the CCC, and
tndirect heetits to the economy valued at $86.7

s

miiYion. 7a.o, the cost benefit ratio is 5.5:1.

Thrs sale would uisplace Brazil's exports as well
ay the {5,

A export syle - this size would have little or
nn femact an con ctic prices and availabitity.
The amount of t' + corn subsidy would equal the
amount of corn r»eded to produce the product.
Fifty-thousand tons of broilers is less than one
percent of U.S. broiler production.

Sanitized Copy Approved for Release 2010/05/06 : CIA-RDP87T00759R000100160008-2



WORLD MARKET SETTING:

b 4

TARGETED MARKETS:
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World trade in poultry meat exceeds 1.2 mi)1fon
tons annually. Egypt accoeunts for fifteen
percent of world poultry meat imports. U.S. sale
uf $0,00) tone of coultry meat would de four
percent of world trade and fifty percent of
Eqypttian {wrorts.—Our—assumption-{s—that a
50,000 ton sale to Egypt would displace primarily
Braziltan poultry and result in 2 six-month net
focrers> in U.S. poultry exports and a six-month
declirs in Braziltan exports.

Tavpt i+ a Yyroe but volatile market for poultry,
with 1197 t-morts expected to be in excess of
112,000 tons. Brazil currently dominates the
e1-cet with about a two-thirds share; the EC has
shrat one qurrter, and the remainder is covered
ty the 11.S., Hungary and seall residual
suppliers,
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‘Known Egyptian Immorts of Frozen Poultry

Derfved from Available Exporter Data

- — 1979

Brazil 3,170
EC-1D .°. 1,489
u.s. - 14,496
Mungary 0
Israel 0
Cyprus S
Canzda ;22
Kuwait 0
Sweden . 50
Austria - N9
Uruguay . &7
Total Known 19,394

Sources: Unfted Mations cata, C*IZEX/PCPEC, CISI

Metric Tons

1980 1981
6,350 45,016
12,188 5,766
47,0£3 61,426
n 0
e 252

n 1
1% ¢
0 20
RO 0
£5 0
0 Q
66,607 115,490

1982

34,165
3,539
2,268

OO0 O0O~ad

39,977

1983

46,978
17,738
8,047
0

n/a
n/a
n/a
n/a
n/e
n/a
n/a

72,763

1984
prel iminary

50,000 a/
55675°d/
6,272
5,000 a/

n/a
n/s
n/a
n/a
n/a
n/a
n/a

n/a

/NIMEXE, U.S. Census Exports

3/ Fstimated based on trada rennrte of tynmarisn and Qrazilian splsg,
b/ Preliminary.
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IMPLEMENTATION:

ADDITIORALITY -

TARCGETED COMPETITON:

COST/BENEFIT ANALYSIS:

IMPACT ON NON-

e %

SUBSIDIZINC SUPPLIYRSG.

IMPACT ON U.S. PRICFS:
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EXPORT EMHANCEMENT PROCRAM
Flour to Tiypt

To exvort 600,000 tons of vheat flour (800,000
tons grain equivalent) to Egypt, using CCC wheat
as a bonus to U.S. flour exporters to displace
subsidizad EC flour. It is estimated that an
effective rate of subsidizetion of about
$100-120/ton is necessary to make U.S. flour
competitive in the Egyptian market. -

Lo order for U.S. whest flour to be competitively
priced with IC flour in Egypt, & bonus of CCC
wheat of up to 35 bushels for each tom of flour
ezportad is reeded. U.S. flour exportars will
copetitivelv bid to CCC for the amount of vheat
needed as honus to execute commercial sales. It
ie eerim:tal rhat the marimmm samount of CCC wheat
atocks requirsd will be 21 million bushels.

An estimgred A00,000 tons of U.S. whest flour is
ezpectst cn dieplace an equivalent amount EC
flour in Fevpr. 1t is unlikely that the
disploced 5C flour will find other markaets, but
FC wheat exnorts could incresse, eapeciaslly to
the Erwiet Uintan, thareby displacing wheat
esporte from other exporters including the V.S.
The n:C potential gain in total U.S. wheat
ss00vty o at! destinarions is thus estimsted at
RN IR DI SN TN

The Furoonean Community

This nrocossl will result in a net drawdown of 21
million bushels (600,000 tons) of CCC wheat
stocks, valued at $95 million. The net
additionsl exports of 266,000 tons, valued at $93
m:'l1on, sre expected to generate an additional
$1.6 million of rex revenues. Storage savings
are estimated at $7.2 million. In addition,
these sales are expected to benefit the economy
in CNP grovth by $95.4 million.

Ligtie, sincr “he Umiet=! Srates and the European
Tommnity supply sil of ngpt'l annual flour
requi-rements. Assuming that somevhere betwveen
264,000 and 563,000 tons of additional EL whet
goes 1nto thrid country wmarkets, the impact would
be maraly on the United States, as a residusl
supplier, rarher than ot*er countries.

There is expected to be no impact on dowestic
U.S. prices of wheat or flour. However, the
additionsl millfeed generated from this progrss
vill need to be marketed domestically, and may
lover annual feed ingredient prices somevhat.

Sare-S Sanitized Copy Approved for Release 2010/05/06 : CIA-RDP87T00759R000100160008-2
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World wvheat flour trade has averaged 7 million
tons (rsin equivalent) over the past 5 years.
This sale reoresents 11 of total world trade.
The U.S., EC, and Canada are the major exporters,
with the ZC By far the largest, represanting 543
of world trade, aund the U.S. 241.

Egypt, representing the single largest flour
market in the vorld, has annual consumptioa
requiremsats of around 1.7-1.8 million tons.
Other than under Public Law 480, the United
States does not supply any commercial flour to
Egypt. This sale would account for 44X of the
Euyptian flour market. Egypt's commercial flour
purshases have come exclusively from the Buropeaan
Commminity, vhere freight savings and export
restitations (subsidies) ensble flour to be sold
a4® much lowsr prices than those offered by the
inited States.
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H '}i :
o PXPORT ZNMANCEMENT PROGRAM

. Wheat to USSR

PROPOSAL :
o

INPLEMENTATION:

- e

- - 1
B

3

ADDITIONALITY:

TARCETED CCMPETITOR:

COST/BEMTEIT ANALYIISS

Provide CCC wheat stocks to exporters, to enadle
thes to sell extre U.5. vhest to displace
eubsidized YC wheat in the USSR merket.
gffsctive rate of sudbsidization is estinmated at
about $53/toa.

Ziigidla shipment period would be bagwvesn

Aujust ) aed ¥ovesder 30 to avoid dtwruption or
dizplacemant of wnsubsidized supplivs from mev
¢rop nouthern herinphere orgine vhich begia to be
mvnilahla in Decesber. Ouly sales certified to
ba sahove t>2 LTA minimm would be eligidle.

Tha wst s3in in total U.S. grain exports to all
dratinat .ons ie estimated at 3.7 MMT from sn
patisated § MMT increase in U.8. exporte to the
“CeR. Py aur NESR trade, the 3 MMT is expected
¢0 b2 17" sercear additional sioce soviet crop
nrakom-te re annd gand the Sovietes ere expected
tn purcheas ~n ware then the LTA sinimus.
Mo.gewrr 1.3 T would be offeet to the extent
thet additianal ¥C grain is forced ooto third
country markets.

The tarest ccapetitor for this program fe the EC,
whosr subsidir-4 wvheat and barley exports have
vecently male large nev in-rosds into the Soviet
rgain marver, climbing to almost B8 MMT in the
~ast 11 snaths, compared with a previous record
-~ abour & WMT.

vhe sctaal svnort velue of the $ MMT exported
wndge this prayvam ie estimated at $42Y sillion
(S w¥ .y €89 per MMT). CCC stocks would be

ved crA by 7.9 MMT vheat, valued at $395
millson. The net sAlitional exports of 3.7 MMT,
walusd at $114 million, sre expected to geaerate
an a'ditional 9.4 million io €8x revenues.
Stora-e aavings are estimsted at $30 willion. In
addr~1on, these sales are expected to benefit the
econ. =y in CNP growth by $566 million (using &
1.8 emiitinlier).
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 IMPACT ON. WON-
SUBSIDIZ2ED gUPPLIERS:

[ X 2d
- e~ v

- -
-,

IMPACT OW U.S8.
DOMESTIC PRICES:

WORLD MARFYT SETTING:

TARGCFTED MARKETS:

Canads, Australia, and Argentins would de alerwed
and might couplain sbout potentisl displacesent,
dut such displacement should prove minimsl.
srgentina’s currest supply hae been marketed, and
the Aestralian progres with the USSR for the
rueln? through Novembar 30 {8 already commicted.
Coanda’a trade is protected by ite LYA. To the
cxte-+ ther digplaced EC whest goes_instead to
third emmerriss, the offsetting loewns will
accrre meinly to the U.8. as the residual
suppliar,

tt da +:vimarad that thare would be no vet impact
on N.&. 4omesric grain prices, oince free market
aupntisz wruld not be affected.

Vi.gar sancli+s axtresely burdensome, sopecislly
<4 the T_ 5. eo4 comperitive conditions are
vmys-atley esvere: world iwport needs sre reduced
in 19#5/n6  end the U.S. share is declining
arg-isiriangly.

The USSE ies the largest grain import market in
the vorld, they account for 23% of global grain
trede. The USSR represents the best potential

for rzeleine additionality of U.S. grain exports.

»
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